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ET Intelligence Group: Erez Is-
raelidoesnotmince hiswordsor
masks his moves. The hard-no-
sed CEO of India’s third-largest
pharma company, Dr Reddy’s
Labs (DRL), is slashing cost,
changing managers, and getting
rid of risky and underpertor-
ming businesses. DRL promo-
ters, Reddy and Prasad, the men
who hired Israeli —first as COO
in April2018and laterelevated to
CEO last August — have given
him the free reins. But to Israeli,
52, whatmattersisnot‘wholeads
the company’, but ‘what the com-
pany wantstoachieve’.

The Street 1s tracking every mo-
veof Israeli, theonlyexpat CEO of
an Indian pharma company. The
DRL stock isup over 28% since he
took over. The company posted its
highest ever quarterly sales (of
34,384 crore)for the quarter to De-
cember. It was better than expec-
ted — thanks to higher margins
and growth across segments. The
companyalsoturnednetcash sur-
plus (of ¥414 crore) In the quarter.

Under Israeli, DRL is fast chang-
ing tack.Thesolefocus, atleast for
now, 1s on improving profitabili-
ty; the company has shed non-co-
reassetsinthe USinspecialty and
proprietary products. Its priority
markets are India, China and
other emerging markets. Total ex-
penditure as a proportion of reve-
nues has dipped inthe past3quar-
ters, resultingin higheroperating
margins. ‘Cost optimistion’ — as
Israeli describes the strategy —
‘profitability’ dominated his re-
centconversation with analysts.

“DRLhasbeenagoodcompany
even before I came. We had to fi-
ne tune the strategy...,” Israeli
toldET1naheavy West Asianac-
cent. “Earlier, we focussed on
the US assets, we are now focus-
sing on India and rest of the
world and doing so with less
risk,” he said. “We divested ris-
ky assets, which gave us more
opportunitiesacross spaces.”

Israeli’slongstint with Teva, one
of theworld’slargest genericcom-
pany which was obsessed with
costcontrol, has prepared him for
the job at DRL. Rivals in India are
closely watchinghim. “AtDRL, he
has broughtinthe cultureof acco-
untability and has taken some
sharp decisions like killing the
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DRL has the most diversified board
among Indian pharma companies
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DRL's Consolidated Financials

NetSaleser) 4017 | 3844 | 4,801 | 4384
Total Expenditure @cr) | 321 | 3117 | 3,749 & 4,686
‘Expenditure as % of netsales: 799 | 811 | 781 | 76.8
Operating Profit Margin 20.4 193 29 2 235

(% of net sales)

Source: Capitaline

company’s specialty business in
the US and divesting loss-making
units,” said the CFO of aleading
pharma company. Specialty busi-
ness 1s a challenging proposition
fortraditional genericcompanies
since it involves investment of ti-
me and resources over a long ges-
tation period.

Since Israeli took over, DRL be-
came the first Indian company to
win a tender to supply drugs in
China. Some of its manufactu-
ring plants in India have had a re-
solution of their regulatory issu-
es with the USFDA. The company
hasalsorestructured itsdomestic
business to bring about a positive
change in the company’s growth
trajectory. Its recent cherry-pick-
g of 62 brands from Wock-
hardt’s domestic formulations
portfolio has also gone down well
with investors. “We want to be the
most efficient company on earth
In our space and we are very far
fromthere,” hetold analystsatthe
lastearningscall.

A diversified board, expat direc-
tors, and decisive promoters pro-
bably madeiteasierfor DRL, com-
pared to other pharma compani-
es, to push through the changes.
“If itwantstobeaglobal company;
then by design there are certain
elements of globalisation that a
company mustimbibe. If thecom-
pany doesn’t find the capabilities

in the country, itcan get the requi-
site talent to achieve the relevant
capabilities,” says the DRL CEO,
slowly, picking his words careful-
ly. Spending most of his time in
Hyderabad, where DRL is head-
quartered, Israeli, who flies to Tel
Aviveveryfortnighttomeethisfa-
mily, 1s often surprised similariti-
es between the Indian and Israeli
culturesand valuesystems.

Almost 60% of the analysts have
given a ‘buy’ recommendation on
DRL (as per Bloomberg data).
Analysts Kunal Dhamesha and
Bharat Hegde of SBI Caps Securi-
tieshave observed that the compa-
ny has seen a seismic change with
18 of 1ts 25 key managers being re-
placed in the past one year. They
estimate the local business to tri-
pleinfive years.

At a time when large peers have
failed to generate positive share-
holder returns, DRL shares have
posted 29% gain in the pastone ye-
ar — outperforming the ET Phar-
ma Index and Sensex. But even as
stock punters cheer, there is lur-
kKing worry: in Erez Israeli’s mas-
ter plan to chase short-term num-
bers, will DRL lose the plot in the
long run? For instance, DRL has
pared its US specialty business —
an area where rival Sun Pharma
1S heavily investing. In the medi-
um term, only one of the bets wo-

uld pay off.




